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Terminology Department
Conducted

by the
the

Special Committee on Accounting Terminology
American Institute of Accountants

of

The committee publishes in this issue of The Journal its tentative
definitions of liabilities, separate definitions being presented for the word
as used in the singular synonymously with legal responsibility. The terms
defined comprise all the classifications of liabilities which the committee
has compiled to date.
LIABILITIES:
Debts or legal obligations owed by an individual, partnership, corpo
ration, association or estate, payable out of assets.
The word is derived from the Latin verb ligo—to bind, and, in its
legal sense, when used in the singular, conveys the idea of responsibility
or amenability to law; a charge or duty which may be judicially enforced;
a binding or obligation in law or justice to do, pay or make good
something.
ACCRUED LIABILITIES:
The proportion of liabilities, applicable to a period up to and including
a given date, which increase commensurately with lapse of time but no
part of which is due or payable until after the given date, e.g., accrued
interest on bonds or notes payable; accrued rents payable.
The term is also used to denote the estimated amount of liabilities
accrued to a given date, the total amount of which will be based upon
operations partly subsequent to the given date, e.g., accrued income, profits
or earnings, taxes.
In some public-utility accounting classifications, the term is used in
a broader sense and includes liabilities which have been incurred prior
to a given date but are not due or payable until a date subsequent thereto,
e.g., dividends declared.
The committee believes that the term should be confined to accruing
liabilities, the incidence of which overlaps the given date and a propor
tionate amount of which is accrued to that date.
ACTUAL LIABILITIES:
Debts or other legal obligations not in dispute, arising out of trans
actions entered into in the past, which must be liquidated in cash or
renewed or refunded upon some future date.
The term should be confined to items payable, but not necessarily due;
it does not properly include accruals (i.e., accruing liabilities) or reserves
or so-called accountabilities (i.e., proprietorship accounts).
ASSUMED LIABILITIES:
Liabilities of others taken over and assumed for a valuable consid
eration. This term is used chiefly with reference to reorganizations,
mergers or other transactions involving the acquirement of the net
assets of other concerns.
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CAPITAL LIABILITIES:
The paid-up value of par-value shares or original consideration
received for no-par-value shares and obligations, under seal or otherwise,
which, according to their terms, do not mature until more than one year
from date of issue (commonly known as “funded debt” or “long-term
debt”) ; or, to define the term from another viewpoint:
The permanent or long-term investments, by proprietors or others,
in an enterprise conducted for profit, which are theoretically available for
the purchase of or represented by capital assets.
The period of one year, stated above, is an arbitrary one adopted by
accounting regulatory bodies as the dividing line between “funded debt”
(or “long-term debt” or “fixed liabilities”) and “floating debt” (or
“current liabilities”) and the committee believes that accountants should
consider the universal adoption of this plan for the sake of uniformity.
Regulatory bodies also provide that “funded debt” does not become
“floating debt” until its maturity date and that “floating debt” remains
in that classification even though repeatedly renewed for a period of a
year or less.
CONTINGENT LIABILITIES:
Liabilities which may arise in the future as a result of transactions
entered into in the past and, if arising, will result, in some cases, in a
corresponding contingent asset but not necessarily of equal value, e.g.,
notes receivable or acceptances discounted; accommodation and other
endorsements; guarantees; warranties; suretyship; contractual liability to
make good defects in work done or goods supplied; contractual liability
for purchase and sale for future delivery (of paramount importance in a
widely fluctuating market) ; additional tax assessments disputed and in
process of review and reconsideration by tax authorities or being
adjudicated in the courts'; unsettled claims for personal injury or property
damage; law suits and disputes of any nature, not included above, involv
ing a possible actual liability if finally decided adversely. Unpaid calls
on stock subscriptions should not be classified an “contingent liabilities”
unless the call dates are uncertain and contingent upon the subsequent
action of the issuing company. Additional assessments on stock holdings
are of rare occurrence and are usually contingent upon the action of a
reorganization committee or some similarly constituted body.
Reserves or provisions are frequently created to cover contingent
liabilities when there is a probability, based upon past experience or upon
the attendant facts, that at least a portion of the amount involved will
eventually have to be paid without recovery from others but, even in these
cases, if the matter is being adjudicated in the courts, the reserve or
provision is sometimes omitted on the theory that the entry may be
judicially interpreted as a tacit admission of liability—doubtful accounting
policy but possibly good legal tactics.

CURRENT LIABILITIES:
Liabilities which are due and payable immediately or in the near
future, theoretically out of current or quick assets, as distinct from capital
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or fixed liabilities. Synonyms: floating liabilities; floating debt; quick
liabilities (rarely used).
DIRECT LIABILITIES:
Liabilities incurred directly with others, as distinct from “assumed
liabilities.”
DEFERRED LIABILITIES:
Liabilities the payment of which is deferred by agreement either
written or implied, e.g., liability for provident, fidelity or indemnity funds;
liability for percentages due contractors upon completion of contracts;
liability for deposits for construction of side-tracks to be refunded on
basis of traffic handled; liability for deposits to cover the cost of
employes’ outfits; liability for deposits by customers and others returnable.
The term is also used as descriptive of revenue or income received or
billed in advance, e.g., rents; club dues; subscriptions to periodicals; life
memberships; service (of any kind) ; but in such cases the committee
believes that “deferred income” should be used as better descriptive of
the items.
The term is also used as descriptive of credit items in suspense
awaiting adjustment or disposition, but the committee suggests “suspense
credits” as a better term: this, however, should not include “unamortized
premium on funded debt” which the committee believes should retain its
original designation.
FIXED LIABILITIES:
Synonymous with “capital liabilities,” but the term is also used as
descriptive of long-term debt of legal entities, the proprietorship of which
is not represented by capital stock or wherein there is no proprietory
accountability.
The term is also used, though the committee believes incorrectly, as
descriptive of liabilities which have been definitely determined and, in this
sense, it is practically synonymous with “actual liabilities.”
INDIRECT LIABILITIES:
A term frequently used as synonymous with “assumed liabilities”;
sometimes used though the committee believes incorrectly, as synonymous
with “contingent liabilities.”
MATURED LIABILITIES:
Obligations past due; the term is chiefly used with respect to bond
and note issues.

MATURING LIABILITIES:
A loosely used term usually denoting obligations (chiefly bond and
note issues) which fall due in the near future.
OTHER LIABILITIES:
A term occasionally used, in some cases by virtue of public utility
accounting classifications, to denote liabilities which are not otherwise
specifically classified.
RESERVE LIABILITIES:
A term frequently used incorrectly as descriptive of reserves not
applied in reduction of assets.
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In the singular, the term is used in English law to designate any
portion of the share capital of a limited company which, by special reso
lution, shall not be capable of being retired, except in the event and for
the purposes of the company’s being liquidated. The object of this is to
increase the financial stability of the company by having a large capital
reserve.
STATED LIABILITIES:
Liabilities as stated in a financial statement:
(a) When doubt of accuracy actually exists, as in the case of an
unaudited statement prepared from books and records which appear, on
their face, to be incomplete and which may or may not give evidence of
errors of omission or commission after an examination has been made.
(b) In a different sense, as descriptive of the amount of liabilities
taken over by one concern from another in connection with a merger or
purchase of net assets and upon the stated amount of which the consid
eration, incident to the transaction, is partly predicated.
This is an unfortunate term as it conveys a suggestion of doubt or
misstatement which may not be warranted by the facts.
TRADE LIABILITIES:
Liabilities which arise in the ordinary course of trade or business, and
due to others than proprietors, officers or employes, e.g., accounts payable
for merchandise purchased; pay-rolls payable. This is a narrower term
than “current liabilities.”
WORKING LIABILITIES:
A term used in some industries (e.g., telephone companies) as
descriptive of current liabilities and deferred income with the opposing
caption “working assets” as descriptive of current assets but not including
deferred charges. The committee believes this term to be unnecessary
and conflicting.

In the preparation of balance-sheets all items offsetting assets are
commonly designated or referred to as liabilities and are frequently
stated in one total; sometimes the caption reads “liabilities and capital,”
more rarely “liabilities, reserves and capital” or the same words in different
order and in balance-sheets of educational, eleemosynary and religious
organizations, the phrase “funds and liabilities” is frequently used.
There is, as is well known, a wide divergence of opinion among
accountants as to the best method of stating the “liability side” of a
balance-sheet and the advisability of sub-totals is one of the questions in
dispute. The committee, however, believes that a sub-total of the true
liabilities should be stated separately from the remaining items, no matter
in what order they may be placed, and that the word should be used, in
accounting parlance, in its properly restricted sense.
LEGAL LIABILITY
LIABILITY:
Responsibility for some obligation.
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DOUBLE LIABILITY:
The personal liability attaching to shareholders in national banks and,
in some states, in other corporations, of an additional amount equal to the
original full-paid consideration for shares issued to them, contingent upon
the bank or other corporations being unable to pay the depositors or
other creditors in full.
FULL LIABILITY:
A liability not shared with others.

JOINT LIABILITY:
A liability shared jointly with others.
The term implies that each party is liable for the whole and all
parties are treated in law as together constituting one legal entity and
must be sued together or a release to one will operate in favor of all.
JOINT AND SEVERAL LIABILITY:
A liability shared, jointly and severally with others.
The term implies that the parties may at the choice of the creditor
be sued jointly or separately, each party being responsible for the entire
obligation if the other parties fail to meet it; a release to one party does
not preclude bringing suit against the others.
LIMITED LIABILITY:
A liability which is limited or restricted by virtue of contract or legal
statute, e.g., the liability of a special partner is limited to the amount of
his capital investment as distinct from that of a general partner whose
liability is unlimited in so far as partnership debts are concerned; the
liability of corporation stockholders is limited, usually to the amount of
original full-paid subscriptions, but in some states a double liability
attaches to stockholders of business corporations and this is also true of
stockholders of national banks.
In Great Britain there are three kinds of companies which may be
constituted and incorporated under the companies acts—
1. Company limited by shares.—This is a company having the liability
of its members limited by the memorandum to the amount, if any, unpaid
on the shares respectively held by them. Once the capital is fully paid
up, there is no further liability resting on the shareholder. This class is
subdivided into public and private companies.
2. Company limited by guarantee.—This is a company having the
liability of its members limited by the memorandum to such amount as
the members may respectively thereby undertake to contribute to the
assets of the company in the event of its being wound up. There are only
a few companies of this class in existence.
3. Unlimited company.—This is a company not having any limit on
the liability of its members. Every shareholder is thus liable for the debts
of the company as in an ordinary partnership. It possesses, however, two
advantages: (a) the liability of each member ceases at the end of a year
from the time he ceases to be a member; (b) the shares of the company
are transferable. Such companies are now extremely rare.

68

Terminology Department
PERSONAL LIABILITY:
Liability attaching to an individual personally.

PRIMARY LIABILITY:

SECONDARY LIABILITY:
Terms used usually with respect to parties to a negotiable instrument,
indicating the order in which liability for its payment attaches.
The person primarily liable on a negotiable instrument is the person
on whom rests the absolute requirement to pay it; all other parties are
secondarily liable.
The maker of a note is primarily liable, while an endorser is second
arily liable. When a draft has been accepted the primary liability shifts
to the acceptor and the drawer becomes secondarily liable. When, how
ever, a draft has not been accepted, the primary liability remains with the
drawer.
The maker (issuer) of a cheque is primarily liable, while an endorser
is secondarily liable.
A guarantor is secondarily liable and so is a surety.
SEVERAL LIABILITY:
A liability attaching to each party to a contract severally. If A, B,
C and D are endorsers of a negotiable instrument, A makes separate
promises to do certain things with B, C and D; B with C and D; and so
on. Each makes a separate promise with every individual who comes
after him on the instrument and the liability of each endorser is several
from that of all parties to the instrument. All the parties to a negotiable
instrument may be sued upon their several liability at one time or at
separate times.
UNLIMITED LIABILITY:
A liability without limit as distinct from a limited liability above
defined. The most common example of unlimited liability is that which
attaches to the general partners of a partnership who are liable not only
for their own share of partnership debts but also for the share of other
partners in case of their insolvency. General partners are not, however,
liable for the personal debts of other partners.

In the Terminology Department last month (June) the word “part
nership” was inadvertently omitted from the first line of the definition
of “assets.”
Communications may be addressed to any of the undersigned.
Edward H. Moeran, chairman,
120 Broadway, New York.
Walter Mucklow,
420 Hill Building, Jacksonville, Florida.
J. Hugh Jackson,
56 Pine street, New York.
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